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State of Colorado 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

11. 	 ComputationofRate - Theperdiemreimbursementrateforeachnursingfacility(excludingthestate­
ownedand operatedICF's/MR,whichareaddressed in Section 111 ofthe"Methods"portionofthis 
attachment) is calculated as of July 1 each year and at other times when the facility submits a MED-13 
costreportform justifying a change. Each facility'sreimbursementrateconsists of threebasic 
components: ( I )  health care services and food costs, (2) administration, property, and room and board 
costs, and (3) a fair rental allowance for-land, buildings, and equipment. For the FIRST two components, 
thefacility is reimbursed for its (a) allowable,audited costs or (b) thereasonablecost of services 
(maximumallowable, average costceiling)forthefacility's class, whichever islower.Thefirst two 
components maybe increased by a fluctuatingcostallowance(inflationadjustment),andthesecond 
component may be increased by an administrative incentive allowance. In addition, several items within 
the definitionof health care services costs aresubject to "case mix adjustment"when calculatingthe rates 
for class I and V facilities, in order to compensate for the relative acuity levels and care needs of the 
facilities'residentpopulations.Undercase mix adjustment, a facilitywithsickerresidentsrequiring 
greatercarewillreceivehigherreimbursementforits direct care nursingstaff than a facility with 
healthierresidentsrequiringlesscare.Theaveragecost ceilings forthefirsttwocomponentsare 
calculated each year on the basis of the most recent cost information submitted to the Department by all 
facilities in each class as of May 2. These costceilings are used to establish the maximum reimbursement 
allowable to individual facilities in each classduring the following year, beginning July1. 

A. 	 Healthcare services andfoodcosts - Healthcare services costsaredividedbetweenthosecosts 
which are subjectto case mix adjustment and those whichare not. The former categoryis called 
"case-mixadjustednursingcosts"andincludescompensation,salaries,bonuses,worker's 
compensation,employer-contributed taxes, and other employmentbenefits attributable to a 
nursing facility's direct care nursing staff. Examples of the second category (i.e., other health 
care services whichare not case-mix adjusted) include certain non-prescription drugs, consultant 
fees, equipment purchases, rentals, and repairs, depreciation and interest on major health care 
equipment,andcertaintherapiesandservices.For class I, 11, and IV nursingfacilities,the 
maximum allowable reimbursement for health careservices and food costs cannot exceed125% 
of the weighted average actual costs reported by all facilities in each class. (Class V includes 
only a single nursingfacility.) 

Administration, property, and roomandboard costs - A partial list of "administration costs" 
includes such items as the salaries, payroll taxes, worker compensation payments, training, and 
otheremployeebenefits of theadministrator, clerical, janitorial, andplant STAFF advertising, 
public relations, telephone,oftice supplies, and motor vehicle expenses unrelatedto the medical 
transportationoffacilityresidents.Examples of "propertycosts"aredepreciation andrental 
costs of non-fixed equipment, property taxes and insurance,and interest on loans associated with 
property.Examples of "roomand board"includelaundry and linen,housekeeping, andplant 
operation and maintenance. For class I, 11, and IV nursing facilities, the maximum allowable 
reimbursement for administration, property, and room and board costs cannot exceed 120% of 
the weighted average actual costs reportedby all facilities in each class. 

Date 05 / 3 c / o /  Effective Date D 7 / ~T.N.  Q O - O A A  Approval 
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State of Colorado 

METHODS AND STANDARDSFOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

LIMITATIONSON GROWTH OF ALLOWABLE COSTS: With respectto all rates 
effective on or after July1, 1997, for eachclass I and class V facility, any increasein 
allowable (i.e., reimbursed) administrative (6%) percosts shall not exceed six percent 
year andany increase in allowable healthcare servicescosts shall not exceedeight 
percent (8%) per year. The 8% limitation shallnot apply to rates effective between July 
1,2000, and July 1,20.02. These limitationsshall apply to the costswhich are used in­
annually calculatingthe weighted averagecost ceilings for all classI nursing facilities, 
and also to the costs which are allowed whencalculating an individual rate changefor a 
class I or V facility. However, after application of these limitations, the allowable costs 
for an individual facilitymay be increased throughthe payment of a fluctuating cost 
allowance andor administrative cost incentive allowance, in accordance with the 
methodology stated elsewherein the state plan. 

LIMITATION ON MEDICAREPART A COSTS: For all rates effective on or after 
July 1, 1997, the Department shall limit the Medicare Part A ancillary costs (hereafter 
referred to as "Part A costs") which are allowed in calculating the Medicaid per diem 
rate for each class I and class V nursing facility. For all rates effective on 7/U97, the 
Department shall include whatever levelof Part A costs the Department allowed from 
the most recent Medicare cost report submittedby the facility to the Department prior 
to July 1, 1997. This level of Part A costs shall be used as the base figure in limiting 
subsequentPartA cost increases.Anysubsequentincreaseshall notexceedthe 
increase over the corresponding time period in the Consumer Price Index ("medical 
care" component in the "U.S. City Average") published for all urban consumers (the 
"CPI-U") bythe United States Departmentof Labor, Bureauof Labor Statistics. 

LIMITATION ON MEDICARE PART B COSTS: For all rates effective on or after 
July 1, 1997, only those Medicare Part Bcosts which the Department determines to be 
reasonable shall be included in calculating allowable diemthe per Medicaid 
reimbursement for classI and V nursing facilities. 

SUPERSESDESTN. No. 9 8 -002 
Date 051.30 }o I Date p 7 1 ~T.N. /3-0AJ Approval Effective 1 /00  
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State of Colorado 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

4.D. 5. B. Rental rentalAllowanceallowance 
amount divided by the higher of audited patient days on the MED-13 
or ninety percent (9070) of bed capacity on filewiththe Colorado 
Department of Health when the onsite portion of the appraisal was 
completed, exceptas other-wise providedin subparagraph 3 below: 

(a) 

(b) 

(C) 

Thepatient days used in this calculation are from theMEDI 
13 report which established the Medicaid rate for the other 
cost centers. As the rates change due to new MED-13 cost 
reports, so shall the fair rental allowance calculation due to 
the changein patient days. 

Thehigherofauditedpatient days or 90% of bed capacity 
regulation appliesto both rural and urban facilities. 

Changes in licensed bed capacity, which in turnaffects the 
90% licensed bed capacity standard specified above will be 
recognized by the Departmentas follows: 

(1) 

( 2 )  

(3) 

Reductions or increases in licensed bed capacityof 
a facility shall be recognized due to either physical 
(structural) and or use modification of the facility. 
(An example of a change in use iswhen a portion 
of the nursing home is converted to an alternative 
care facility.) 

Reductions in licensed bed capacityincluding 
physicalmodificationsundertakensolelytoavoid 
thefinancialimpact of the 90% licensedbed 
capacity shall not be recognized. 

Recognized changes in licensed bed capacity(and 
its impact on the 90% licensed bed capacity 
standard) shall go into effect with rates driven by 
the cost report covering the period of the change in 
licensed bed day capacity. 

D. 6 .  	 Implementation of theFairRentalAllowance(FRA) for CapitalRelatedAssets in State 
Fiscal Year 1990-91 and each year thereafter. 

indicated the methodology thisA. 	 Except as otherwise below, FRA for time 
period shall be the same as that described in preceding sectionD.5. concerning 
calculation of the FRA beginning State Fiscal Year 1987-88. 
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State of Colorado 

METHODS AND STANDARDSFOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

value: capital assets of a nursingBaseValue of the related facility is 
determined by the most current appraisal report completedby the Department's 
appraiser pursuant to the most recentRFP and any additional information used 
by the Department to establish the appraised value. This appraised value shall 
be increased or decreased by fifty percent (50%) of the change in the Means 
Index. Under no circumstances will the base valuebe greater than $25,000 per 
bed plus the percentagerate of change in the Index dollar cost per square foot 
for the average nursing home building typesince State Fiscal Year 1985-1986. 

C. 	 ExcessLand:Landshall bedeemed excess and excluded fromtheproperty 
appraisal process under the followingconditions: 

1.Urbansetting:Nursinghomes in anurban area havinganyland or 
land-area in excessof4,732 square feetperlicensedbedshall be 
deemed excess. 

2. Rural Nursing any land orsetting: homes in a rural area having 
land-area in excess of 6,500 square feetperlicensedbedshallbe 
deemed excess. 

D. 	 "AppraisedValue" - effectiveJuly 1, 1990, the appraised value means the 
determination by a qualified appraiser who is a member of an institute of real 
estate appraisers or its equivalent, of the depreciated cost of replacement of a 
capital-related asset to itscurrent owner. The depreciated replacement 
appraisal shall be based on the most recent editionof the Boeckh Commercial 
Building Valuation System for Nursing Homes available on December 31 of 
the year preceding the year in which the appraisals are to be performed. This 
applies to all appraisals after 1998. For the 1998 appraisals, the Department 
will use the Boeckh program available on April I ,  1998, as describedd'n state 
regulations at subsection 8.448.7, D,3, b; 10 C.C.R.$2505-10. 

E. 	 RentalRate:ForallrateseffectivethroughJune30, 2000, meanstheaverage 
annualized rate for twenty-year treasury bonds issuedby the United States for 
the precedingyear.The 20 yeartreasurybondrate shall be basedonthe 
higher of the issue rate or the yield rate for the 20 year treasury bond. For all 
rates effective on or after July1, 2000 rentalrate means theannualized 
composite rate for treaury bonds issued and outstanding by the United States 
neither due nor callable in less than I O  years, plus 2 percent. Not to total less 
than 8.25 percent and limited to a maximum of 10.75 percent. The rental rate 
will be adjusted each year based on the over IO year composite rate for the 
month of April as published by the Federal Reserve. 

T.N. OO-OAJ Approval Date 07 )o 1 00Date 05/30 Effective 
Supersedes T.N. No. &,f& 
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State of Colorado 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITYCAFE 

D. 6. F. 	 On or after July 1, 1990, and forall rates effective through June 30, 2000, if a 
vendor payment underthe fair rental allowance system is less than the vendor 
payment in effect on June 30, 1985, and such decrease is wholly or partly the 
result of the payment of a fair rental allowance for capital-related assets, the 
following shalloccur: -
1.  	 Thecontract auditor shall determine the difference betweentheJuly 

I ,  1986 propertyreimbursementand the June 30, 1985 property 
reimbursement. Included in the calculation of this difference shall be 
rates which were lowered due to changes in the incentive allowance 
of fluctuating costs allowance payments due solely to the fair rental 
allowance system of reimbursement. 

2. 	 In cases wheretheJune 30, 1985 propertyreimbursement is higher 
than the August 1, 1987 property reimbursement, the provider's fair 
rental allowance shall be increased by fifty percent (50%) of the 
difference identified by the contract auditor. 

However, effective 8/1/93, this increaseshallbe eliminated if the 
vendor has constructed and occupied a new physical plant and is no 
longer using the old structure for providing care to nursing facility 
residents. 

G. 	 Onand after August 1, 1990, and for all rates effective through June 30,2000, 
if a vendor payment under the fair rentalallowance system is greater than the 
vendorpayment in effect on June 30, 1985, andsuchincrease is wholly or 
partly the result of the payment of a fair rental allowance for capital-related 
assets, then that portion of the increase in the vendor payment attributable to 
thepayment of a fair rental allowance forcapital-related assets shall be 
reduced byfifty percent (50%). This fifty percent (50%) reduction shall not be 
applied to vendors whose current acquisition costs for the capital relatedassets 
of the facility are different (due to the sale of the facility) than the acquisition 
(historical) costswhichdetermined the rate of reimbursement on June 30, 
1985. 

EffectiveAugust I ,  1993, the fifty percent (50%) reductionshallnot be 
applied to a vendor that has constructed and occupieda new physical plant and 
is no longerusingtheold structure for providing care to nursingfacility 
residents, even though there is an increase over June 30, 1985, caused wholly 
by the paymentof a fair rental allowance for the capital-related asset. 

T.N. Approval Date 0 710 1/00Date 05 / 3 @/@/ Effective 
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State of Colorado 

METHODS AND STANDARDSFOR ESTABLISHING PAYMENTRATE - NURSING FACILITY CARE 

D. 6 .  H. Therental allowance shall following:fair only be adjusted due to the 

1 .  

2. 

3. 

4. 

5 .  

The basevalue of a facilitycan be increased in subsequent cost 
reports due to improvements as specified in the definitionssection. 

Changes in MED-13 days fairpatient when calculating the rental -
allowance per diem. 

At the start of a new StateFiscalYear(July 1) by a new rentalrate 
amount or additional indices. 

The base value of a facility canbe decreased by a change in eitherthe 
physical structure) and/or use of the facility, i.e., the destruction of a 
portion of the facility wouldbe an example of a physical change. An 
example of a change in use is when a portion of the nursing facilityis 
converted to an alternativecare facility. 

(Effective August 1993) The and1, provider has constructed 
occupied a new physical plant andis no longer usingthe old structure 
for providing care to nursing facility residents. Base value will be a 
new appraisal conducted by the state's contract appraiser at the time 
the new physical plantis ready foroccupancy. 

a. 

b. 

C. 

The providerwillcontinue to bereimbursedattheold fair 
rental allowance rate until the first scheduled MED-13 after 
the move setsa new rate. 

A new appraisal withwill be performed to coincide the 
filing of the next scheduled cost report which will seta rate 
for the facility. 

The fairrentalallowancereimbursementbased on the new 
appraisal will @ include a hold harmless or negative share 
amount. 

T.N. 00-0 Approval Date & 7 / Q / / O  0 
SupersedesT.N~N?. 9 7 - 00 

Date 055/.30/01 Effective 
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State ofColorado 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

rental not beD. 6.  I .  	 The fair allowance as established by these regulations shall 
changed during State Fiscal Year 1990-1991by the following: 

1. A fluctuatingcost allowance. 

2 .  By changes in ownership in costreporting periods withrate effective-
dates on or after July 1, 1985. 

3. 	 Changes in themaximumreasonablecost ceilings for administrative, 
and and and incentive allowanceroom board property related 

payment. 

J. 	 All ownedandleased facilities are reimbursedunderthefairrental allowance 
reimbursement methodology withthe exception of thestate-administeredclass 
IV nursing facilities. 

K. 	 The fairrentalallowanceshallbecome the third component of therate. The 
other components of the rate shall be: 

1. Administrative, and and relevantroomboardproperty (with the 
amount of incentive allowance and fluctuatingcost allowance);and 

2. 	 Health andraw food costs (withtherelevant amount of fluctuating 
cost allowance). 

Therefore, each nursing homeis given three rates. The rate for administration, 
property and room and board is the sum of the audited allowable costs (or the 
maximum reasonable cost, whichever is lower), the fluctuating costs factor, 
and the incentive allowance, if any. The rate for health care services and raw 
food is the sum of the audited allowable costs (or the maximum reasonable 
cost, whichever is lower)and the fluctuating cost factor. The rate for land, 
buildingsandfixedequipment is established by the fair rental allowance 
formula. This is illustrated below: 

Audited allowableadministrative,room and board and property cost 
per patient dayup to the maximum reasonable cost: 

+ Fluctuating cost factor(excluding interest) 

+ Incentive allowance(if applicable) 

= Rate for administration, room and board and property 


PLUS 

Audited allowable health care andraw food cost per patient dayup to the 
maximum reasonablecost: 

+ Fluctuating cost factor 
= Rate for health and raw food 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

111. 	 State-Owned and Administered ICFMR's - Onand after July1,1988State-ownedandadministered 
ICFMRS as stated in the beginning 11 above, are not reimbursed in accordance with the methods and 
standardsdescribed in Section 11. TheState-ownedandadministered ICFMRs arereimbursed in 
accordance withthe following methods and standards: 

A.CostReports:TheState-ownedandadministeredICF/MR,s continue to submit their cost reports 
on a 12 monthbasisbasedontheirfiscalyearend.These costs reports are subject to yearly 
audit in accordance with theStandardssection of this manual. 

B. Rate EffectiveDate: The rate effective date for these facilities shall be the first day of the period 
covered by the cost report. The rate on July I ,  1988 through June 30, 1989 (and every JULY 1 
through June 30) shall be based on the actual audited cost of the various facilities for the cost 
reporting period of the same time (July 1 through June 30). In other words, the rate for July I ,  
1988 and thereafteris a retrospectively established rate which covers the actual audited costs of 
these facilities. Under no circumstances are these facilities to receive rates of payment higher 
than their actual auditedcosts. 

C. 	 Interim Rates: These facilities are to receive aninterimrateuntil the cost report fortheeffective 
period is received and finally audited by the State Department of Social Services. This interim 
rate is to be based on estimated costs to be incurred in the following cost reporting period. This 
information is supplied to theDepartment of Social Services by eachState-administered 
ICFMR. The Department of Social Services shall review this information and determine it is a 
reasonable estimateof actual costs to be incurred the following fiscal year of the facilities. This 
interim rate shall remainin effect from July 1 through June30. 

2 ;

T.N. - oaa Approval Date 0 7/0//a@ 

Superff s  T.N. No. 9 7 .- 0499 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE- NURSING FACILITY CARE 

STANDARDS 

I .  BasisforDeterminingAllowableCosts 

The State of Colorado has determined that establishment of the maximum reasonable cost based on the 
85th percentile of licensed bed day capacity for health care andraw food costs, and the 85th percentile of 
licensedbeddaycapacity for administration,room andboardandpropertycosts,and a fair rental 
allowance payment for capital related assets set forth above for all classes of facilities except the State­
administered ICFIMR's,is reasonable and adequateto meet the costs which mustbe incurred by efficiently 
and economically operatedfacilities. The imputed 85%-occupancy levelis not applied to nursing facilities 
located in rural communities. With respect to all rates effective on or after July I ,  2000, for each Class I 
and Class V facility, health care services and food costs is determined using actual patient days for both 
urban and rural facilities. The State of Colorado has determined that establishmentof a retrospective rate 
setting methodology for the State-administered ICFIMR's(asspecified in Section I1 of the Methods part of 
themanual)isreasonableandadequate to meetthe costs whichmust be incurredbyefficientlyand 
economically operated facilities.In the determinationof rates for long-termcare facility services,the State 
of Colorado references, in order of importance: 

A. FederalandStateMedicaidstatutesandregulations. 

statutesregulations.B. Medicare and 

and guidelines.C. MedicaidMedicare 

D. Generallyaccepted accountingprinciples(GAAP). 

E. Specificstandardsnotbased upontheaboveinclude: 

-	 Fair rentalallowance for capital related assetcosts. (Not applicableto the State-operated 
ICF/MRs.) 

- Depreciation - only straight-line depreciation maybe used. (Straight-line depreciationonly 
applies to assets not coveredby fair rental allowance.) 

- Owner and owner-related employees- allowable salariesand fringe benefits are limited based 
on annual surveys. 

- Return on equity - not allowable. 

1 r 

T.N. 00-OAA Approval Date D 7/01100Date f l S L 4 0  /D/  Effective 
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